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KEY ECONOMIC INDICATORS: COLOMBIA 
All values in million U.S. $ unless other wise stated 


ITEM 


% Change 
INCOME, PRODUCTION, EMPLOYMENT 1974 1975 1974/1975 


GNP at Current Prices 14°, 314 12, 13i¢ 7.3 


GNP at Constant 1970 Prices 8,830 9,228C 4. 
Per Capita GNP, Current Prices (dollars) 489 510 4. 
Commodity Production (000's of units): 
Coffee (60 kilo bags) (Coffee year) 7,800 8,500 9. 
Crude Oil (barrels) 61,307 57,685 -6. 
Cement (metric tons) 3,250 3,091 -4. 
Steel (metric tons) 244 266 a 
Indices (end of year): 
Avg. Labor Productivity (1970=100) 103. 103. 0. 
Avg. Industrial Wage (1970=100) 161. 201. 24. 
Personal Income 9,490 NA - 
Employment (000's) 5,980 6,200 
Avg. Unemployment Rate 10-13% 10-10. 5% 


MONEY & PRICES (END OF PERIOD) 
(Million Pesos) 


Money Supply 46,113 58 ,828P) 
Public Debt Outstanding (Million Dollars)2,904 3,183(Sep) 

External Debt (incl. Govt. Guaranteed) 2,208 2,482 (Sep) 
Interest Rate, Central Bank 12% 16% 
Interest Rate, Commercial Bank 18-24% 18-28% 
Price Indices (1970=100): 

Worker Consumer 207. 244.6 

Wholesale 259. 310.7 
Average Dollar Exchange Rate 28. 32.9 
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BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Reserves 435. 
Balance of Trade “Sie. 
Exports, Registration 1,415. 
Exports to U.S. 455. 
Imports, Registration 1,788. 
Imports from U.S. 756. 
U.S. Share 42. 
Other Main Suppliers: 
West Germany 160. 
Japan 139. 
France Te» 
United Kingdom 54. 
Spain 48. 
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Main Imports from U.S. in 1974: Wheat U.S.$ 58,198; All Chassis U.S.$ 
753,788; Tractors U.S.$ 41,430; Gasoline ee: 25,826; Iron and Steel Sheets 


U.S.$ 35,036; Automatic Central Exchange U.S. 
NA: Not Available 


19,505. 





SUMMARY 


Real GDP increased by an estimated 4.5 percent in 1975, 
down from a 6.1 percent rate of growth in 1974. The Lopez 
administration devoted its first full year to price 
stabilization and to financial and tax reform. These 
mutually reinforcing policies were largely successful, 
creating an environment propitious for resumed business 
confidence, stepped up investment and healthy import 
growth. Spurred by high world coffee prices and recovery 
in the industrial countries, the export sector should lead 
the Colombian economy back to a real GDP growth rate in 
1976 of six percent or more. The U.S. remained Colombia's 
most important trading partner, increasing its share of the 
market, and the outlook in 1976 is for healthy import growth. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Output and Growth: Colombia's real GDP increased by 
an estimated 4.5 percent in 1975, down from a 1974 rate of 
6.1 percent. Falling world demand and domestic stabiliza- 
tion policies led to a fairly steep drop in output in late 
1974 and early 1975, followed by modest recovery in the 
last half of the year. The construction industry and the 
modern industrial sectors led the downturn with the latter 
recovering only slowly and construction not at all. Exporting 
industries, such as textiles and wood products, suffered 
the deepest cuts in production and employment, although 
as recovery progresses in the industrial countries, these 
industries are recuperating. Construction declined by 38 
percent, leading some to speculate that urban unemployment 
may have been higher in 1975 than in previous years. Agri- 
cultural production on the other hand remained strong through- 
out the year and kept the economic slump from turning into 
a serious recession. Strong gains in output were registered 
in a number of agricultural products including rice, soybeans, 
corn, sugar and feeds. High world coffee prices restored 
expansionist pressures into the economy, pushing the recovery 
but endangering stabilization goals. Prospects for continued 
recovery are bright and a GDP growth of six percent or better 
is probable in 1976. 


Inflation and Stabilization: While real industrial 
output increased very modestly, if at all, in 1975, the economic 
performance was impressive in many respects. Price stabiliza- 
tion was a priority in 1975 and was successful in spite of 
the strong expansionist surge precipitated by high world 
coffee prices. The consumer price index for workers increased 
by only 17.9 percent, a drop of nine points from the 1974 
increase of 26.9 percent. A sweeping tax reform passed in 





1974, which increased 1975 revenues by over 45 percent, 

and a rundown of international reserves were the primary 
restrictive devices. About the time the Brazilian frost 
sent coffee prices flying, the administration was beginning 
to tighten up on imports and, perhaps, was concerned about 
the seriousness of the recession. There was talk of insulating 
the economy from the increase in coffee earnings but little 
was done until it became clear that monetary growth had 
turned very expansionist. Thus, toward the end of 1975 

the administration again applied the monetary brakes but 
not before the money supply had increased sharply and the 
abundant new tax revenues had been consumed by new govern- 
ment expenditures. The combined result was an inflationary 
increase in the money supply of 28 percent. 


Additional boosts to world coffee prices in 1976 led to a 
five percent first quarter increase in the money supply, 
which, given historical patterns of monetary growth, is 
expansionary. The question in 1976, therefore, is whether 
inflation will rekindle. At this point, the answer may 
depend, above all, on growth in real output, especially 
agricultural output. Highly restrictive monetary policies 
could exacerbate the inflationary problem by falling most 
heavily upon the availability of private credit. The 
administration will probably try to steer a course between 
excess liquidity creation for the economy as a whole and 
policies that restrict private credit availability more 
than they dampen total demand. The administration 
recently concluded an agreement with the Coffee Federation 
by which foreign exchange earned for coffee at prices above 
$1.10 a pound will be channeled into dollar-backed credit 
instruments, thus insulating the domestic economy from 
further coffee price increases. A number of decrees have 
been passed to discourage foreign borrowing and to stimulate 
Colombian exporters to use domestic credit. A recovery 

in imports has begun and should continue, especially if 
import liberalization continues to progress. Reserve re- 
quirements have been increased heavily and are a cause of 
some concern in the banking sector. While the government's 
target level of a 15 percent increase in the CPI for 1976 
may be a bit difficult to achieve, a return to inflation 
rates of well over 20 percent is not probable. 


Economic Development Plan: The Colombian Government 
produced a development plan in 1975 which sets forth the 
philosophical approach, the priorities, and outlines some 
specific programs for the next few years. 


The strategy articulated in the plan, called "Para Cerrar 
la Brecha" (To Close the Gap), takes the position that 

market forces unencumbered by past high levels of govern- 
ment intervention will spur growth, while direct programs 





to raise the productivity and income of the poor are the 
best means to achieve income distribution. Central to 

the macro-economic policy enunciated in the plan are: 

1) the development of efficient financial markets, to 
capture and more efficiently allocate financial resources; 
2) tax reform to raise revenues, improve progressivity 
and remove tax distortions; 3) import liberalization to 
control a monopolistic structure in industry, while 
inducing a more efficient allocation of resources; and 

4) export stimulation to provide the foreign exchange 
necessary for growth and to create incentives for labor- 
intensive industry and for agriculture. The poor, parti- 
cularly the rural poor, are to be helped through programs 
to bring improved public health through water and sewerage 
services, expanded rural education, and programs to develop, 
deliver, and finance small farmer technology. 


So far, the major success is the tax reform which increased 
direct tax revenues by 60 percent while reducing taxes for 
most taxpayers. The financial reform has made some progress. 
The spread between interest rates has been reduced and real 
interest rates increased, leading to a 25 percent increase 
in financial savings in 1975. The import liberalization 
goals have not yet led to major tariff reductions but 

prior import deposits have been eliminated and adminis- 
trative controls have been relaxed. While parts of the 
plan will not be easily achieved it is basically realistic. 
It cuts the tie to import-substitution-led growth, giving 
new and well-placed emphasis to agricultural development 
and demonstrating a refreshing inclination to rely on 
market forces for more efficient resource allocation. 


The External Sector: The Colombian balance of payments 
strategy is to manage the current account and external debt 
inversely to one another, thus maintaining reserves at 
around three months' imports. Most policy action taken 
during the year could be placed within this game plan, 
but the tools were applied late and modestly and the 
targets were not met. Reserves grew to $554 million from 
a mid-1975 low of $337 million and continued to grow in 
1976, reaching $650 million by mid-April. Coffee was not 
the whole reason for this growth. Minor export receipts 
grew by 20.5 percent giving a total trade surplus of $70 
million. Service receipts, which traditionally run a 
large deficit in relation to service payments, grew by 
80 percent. The prospects for 1976 are more of the same, 
although imports should grow vigorously in contrast to 
the drop in 1975. Coffee earnings could exceed $1 billion 
in 1976 and there will be an attempt to change reserve 
increases into accelerated repayment of dollar debt. 

So in 1976 the government has prohitited private external 
borrowing and has granted authority to remit partial 





or total advance payments on registered foreign loans. 
Prior import deposits were eliminated. External borrowing 
by coffee exporters was tightened, and permission was with- 
drawn to borrow dollars against certain other export crops. 
The annual rate of devaluation relative to the U.S. dollar 
in 1975 was 15.6 percent. In 1976, devaluation has been 
slowed down to about a 12 percent annual rate but the 
administration may be cautious in slowing the rate of 
depreciation of its currency further for fear of losing 
export momentum. 


Coffee: Coffee is king in Colombia, although export 
diversification policies have significantly reduced its 
role in the last ten years. Coffee export earnings in 
1975 were $634 million representing 45 percent of total 
exports. Production estimates for the coffee year 1975-76 
are about 8.5 million bags (60 kilos). About 8 million 
bags will be exported, earning over $1 billion in foreign 
exchange over the coffee year. These production estimates 
are slightly above earlier expectations as the weather 
has been excellent and blossoms abundant. The International 
Coffee Agreement signed in 1975 should help stabilize 
prices in the long run and even in the short run will 
create incentives to increase exports over the next two 
years. Coffee earnings will remain strong in 1977 and 
probably 1978. 


Petroleum: Colombia tried to insulate itself from 
the OPEC-imposed sharp increases in petroleum prices by 
fixing internal prices at previous levels. As their small 
exportable surplus dissolved into a deficit, and as petro- 
leum exploration ground to a halt, the government reformed 
the pricing policy. In mid-1975 prices for marginal crude 
were raised to $3.50 a barrel and prices for new crude were 
raised to range between $5.50 and $7.00 a barrel. These 
price reforms did not lead to increased exploration and 
additional changes in pricing policy are expected in early 
1976. Crude production is presently at 151,024 B/D and 
declining by over seven percent a year. Imports of gaso- 
line in 1976 are projected to cost $94 million and exports 
to generate only about $30 million, giving the first 
deficit in the petroleum account. 


IMPLICATIONS FOR THE UNITED STATES 


Economic relations between the United States and Colombia 
are close and cordial. Discussions in Bogota in early 

1976 between U.S. Secretary of State Kissinger and Colombian 
President Alfonso Lopez were characterized by the absence 

of major issues, although Colombia is concerned by U.S. 
protection of industries which are important to it such 

as textiles. 





Investment: The major development during the year 
affecting foreign investors was the passage of the bank 
Colombianization bill by which new foreign investment in 
the financial and insurance sectors was prohibited and 
existing branches were required to séll down to a 49 
percent equity position over three years. There are no 
other Colombianization moves expected in the near term, 
meaning that the Andean Pact investment code, as it now 
stands, will probably govern foreign investment in 
Colombia in the next few years. Colombia does not actively 
seek foreign investors, but potential investors will find 
a hospitable investment climate, especially in export 
industries that can be estiblished outside of the major 
cities. Approved foreign investment registration in 1975 
totaled $44 million, of which $21.4 million was of U.S. 
origin. Major investments in coal and nickel are still 
pending, although prospects are brighter than they have 
been that both projects will get under way this year or 
next. Gas discoveries in the Guajira that are being 
developed by Texaco will lead to significant investment, 
including one or perhaps two ammonia plants. 


Trade: Total import registrations declined in 1975 


by 16 percent: with the United States trade suffering a 
13 percent decline even though its market share increased 
from 42 to 44 percent. Imports of consumer goods and 
industrial inputs declined in 1975 but capital goods 
imports expanded. 


Prospects for import growth in 1976 are excellent, with 
imports increasing by as much as 20 to 30 percent over 

1975. Markets are particularly attractive for U.S. exporters 
in electric energy systems, agricultural machinery, con- 
struction equipment, telephone and related equipment, and 
other capital goods and business equipment. 


Colombian export registrations increased only 2.5 percent 

in 1975. Exports to the Andean countries and Europe showed 
strong gains with the Andean market now absorbing 16 percent 
of Colombia's exports. This market will continue to grow 
modestly, but any major progress in the development of 

the Andean market has been delayed for two years by Decision 
100. 


The Colombian Government requires that foreign companies 
be represented by a local agent in order to bid on public 
projects. As bids normally must be presented within 30 
to 60 days from the opening of the tender, appointment 

of an agent during the preliminary phases of the project 
is essential. The U.S. Embassy and the U.S. Consulates 
in Cali and Medellin have an active program in support 

of U.S. companies desiring to export to Colombia. The 





major activity during the remainder of 1976 will be the 
U.S. pavilion at the biennial Bogota International Fair. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
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